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A. STUDY INTO THE ORIGINS- AND. NATURE
OF PERFORMANCE.AND PROGRAM BUDGETING
by

Willian M. Weisskopf ‘
L:Leuuenanu Commander,. Supply Corps » United States Navy

Pe;z‘-fomance budgeting has been a by-word within the Departmént..of

Defense- for over tern years., It was proposed és a means. of fihding_

out what was done with thé monéy expended for military programs:

The- program budget is now being introduced in order ‘to achieve this

same purpose. This .study sought to-define both. of these terms as

they relate to military budgeting. In the céurée of this study,

é

the major--proposals .for progfazn or performance budgeting were re-

viewéd, The program budget was found to bé a ﬁléaningful and' useful.

cpncgpt:' The performancé budget did not meet e ither-of these cri-

a

teria, nor was. zit subject t6.-an exact definition,. &
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T4, PROBLES AXD TTS CRIGINS.
é ’1;:\’ Since: the. conclusion of ‘World War II, the amount of funds
L : :expenidéd. for National Defense has beccme a major concern: to the
zaricin Peoplé. In the present era, with defense ‘spending rising
k to over 50 Billion dollars each year, the method of spending this
.money receives increased attention. This attention has given ime
{ ‘petus to a wide range of proposals for budgetary reform: These.
. "proposdls are usually referred to as either performance or program.
| ; type budgsting. The.terms have béen used imterchangebly by same
authors giving rise to & certain amount of confusioy with regerd
E s to ‘their true meaning,
: 1 THE PROBLEM . 3
S Statement of the problems It was the purposs of &his study
tocanuire into ‘the origins of ths. terms performance and program
¥ budgeting in order to determine 4if the two. concepts possess a sep-
| arate -and discernible :udentity. In the course of the study, the
i major proposals for program or performance budgeting were reviewed "
in an attempt to present a universal definition of the two termse
@ort e: of the st ___g., ‘Performance budgeting has been
' used in defense apend:.ng for the past fiftean years, Although the
H i
‘.:;’;d ) "f '*\y ‘ p Haaleayl s Kot ia oo
3 )
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teri:has been given much publicity, it is .difficult to-find two:
suthors Who agree on. an exdct interprétation of what the berm as-
tually means.. The program budget was introduced into the budget -
cycle in fiscal year 1963, Thé importance of this type of budgeting
was attested to by Mr. Bell in'a recent statement before & Congress
gional sub-committee.

So far as military planning and budget:mg are concerned,
believe that.this (program-package) will represent a consider=-
able. step forward over ‘the older- method of grouping expenditures
by service -(Arsy, Navy, Air Force), and expenditure. categ
(personnel, procurement, research and’ development, étce)e™

Since prograin budgeting has become an ':j.ntegz'g;. ‘part- of ‘defénse -

PR

spending, it is necessary that there be & cleaver distinction made’
‘betwéen the two types of budgeting, ?éi\'i‘oz'xixénce::ang‘;prog'rm‘. VR

-
~

{’:’.5 II DEFINITION OF TERMS-USED:

The ba.sis for: this . study was a review of" the various def:mi-

. m——

tions or prOpo;als that: have been applied to- performance and progran
budgeting,
1

of these 'germs' at ‘fbhj.S point in: the ’Sﬁ‘!@li

Apcord:lngly, it is not poss:.ble to present. 8 definition.
A _few .of the more common

térms ‘used. in this study are defined 'below:

Appropriation. Appropriation has ‘been defined.as a atatutory

3

authorization to- maloe payments -out of the:Treasiry for specified.

A
5

Lsgatenerit of David E. Bell, Director of the Buresu of the
Budget, before the Subcammittee on. National Policy Machinery of

- Yhe Senate Camittee on. Government Operations, July 25,.1961..

N e *
R .
2 :
‘ H
b %
>
¥
N
. i
— £y « i Al ey
* - sty ey @ "
L

"t’

Lo

3
4
|
4
i

R ‘n“é;‘/,y \;2‘ /3
: . ed
\O

-t




PR

Y

puiposes. Thé .statutory definition of the térn appearing in legis<

lation inéludes funds, authorization to create.obligations by con-:
tract. in advance of -approriations, .and any authority making funds .
avgilable: for- ob]igaﬁionxo:fe;qa'egdituro“.z BRSO

Apportionmente -An apportionment is a.distribution by the
Bureau of the Budget of ‘amounts available for obligation or expend-:
iture in an appropriation into anounts. availsble for specified time:
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- periods, activities, functions, projects, objects, or combinations
thereof, The amounts 80 apportioned Liitt the obligations tobe
:incurred, or whei s0 specified, expenditm'es t0 be accrued.3 : Tk
: ’M.ioéa'b'ion. An allocation is the subdivision of gpportioneﬂ‘
funds to the. sgbhead 1ével. The only subdivision of funds below this
. 1eval are mgt\(ments or suballotments.h ’
mom An sll6tment is an suthorisation. between heads /
: or other authog:lzed ‘employees -of an agency to incur obligations '
%‘w M within a. spec:}:ried amount pursuant to-an appropriation or other
gj statutory proviszons.s IR
v %2Section 21 of the Buresii-of the Budget Girculap No. A-Bh
i (J“ly: 1957). . |
T N :
| . -f"hpara. IV, DOD Directive 7200.1 (Aug. 18 1955). ‘*
" ",;"5@ cit., BuBud. Circul&r Lo . g '
: -3
3 |
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£, “
- A Obhgat:.on. Obligatlons -are amounts of ‘orders placed; cone- )
tracts awarded, ‘service rece:.ved, -and -similar tra.nsactions du.r:l.ng & 1
" given period requiring the disbursement. of money. Such amounts in- ] ‘
clude, disbufs‘einents not preceded by the.recording of obligaticns and ‘ .:'5
‘ . reflect adaus,tme“qts for differences between -obligations and actual } s
i - * dj.sbu:séxﬁentsé& : ' ‘ : - : & 4
"\ III ORGANIZATION OF THE THESIS 4 ‘
g The rem;mder oi‘ this chapter will be devoted to a brief g
o resuxr;e of the Jhistorical devélopment of budgetmg. Obapter II conw , :
‘) tains the bao}gymmd and development of performance and program A ‘ g
‘budgetinhg. Ii%faddit:.on, it -contains a review of the more significant A i , \
sroposils for dmproved budgsting. The third and final chapter sun- :
J marized the salient characteristics of the ‘two concepts and presents - B
. "-" ‘ »some proposal;i: relating 40 their true nature. */ b
S o % , ¥,
| {:v :HISTORICAL‘»DEVELOHENT OF BUDGETING !
) o Budgeté‘ in- government have ‘had a history that, is quite similar E 5
| h to the d,ev'eJ:opment ‘of the :po;:?‘.ticéd. institutions which they aupi)ort.. g :; “
f ‘The- modern ¢oncept of ‘& ﬁ.’xed« amcux‘:t of funding that is controlled ) :: :
' | by, the representatives. of the people had its origin in the 12th : : :
¢ 'article of the Magna Carta which stated: ' g
, . : f




‘No.-scutage or :aid shall be imposed in- the ldngdom unless: by
common- council of the realm, éxcept for the: purpose -of ranaom-
ing the King's person, making his £irst born son a knight, and
marrying his: eldest :daughter -once,. and the aids for this purpou
shall be reasonable in.amdint..

This interest or control over revenues was later éxtended to the

purpose for which the revenues were used: After the revolution .of

1688, the Parliment declared its ascendency by reserving the right
to. authorize all expenditurés made by the Crown. The English budg=

‘etary process was still in the process of ‘evolution at thé time of

the Anerican revolution. There was no accepted British practice
which could be emilated by the framers of the Constitution.

The Constitution does fg:_l.;létq,'t‘:bhe English precedent that all
Fevenue measures mst. originate in the lower housei: Beyond this,
it merely states that "No money shall be dra.wn from the treasury;
‘bii‘ti izi.‘conseq‘uééxceaof :éppropriations made by 1&1:;“ and a regular
statement and agcount .of the receipts and expenditures of all.

publie. moniey siim be published from tise to: time",'

i
nE

\early fomativegyears, the strong executiva leadership taken by

‘Dur:l.ng the

Alexander Hq;nig.ton in . his: roled as. Secretary of the Treasury was:

the prims i‘érqe< in developing: & rb\idgetl‘«p?ogogsqa Henry James Ford

‘had the followisg to say about the"periods “* |
. N . ‘ - . - . . “ 2' -.(, s

- ]

»

. Trhe.Constitution of the United States, Article I, Sects 9.

,,,,,,

g, g+
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- In the begining ali the branches of government were hinchied
together in their quarters so that the intercourse was ready and
-easy: without formal arrangements, .and-‘brief notices of the direct
- presence of - cabinet officials appearing in the records give an
: , adeguate notion ‘of the real extent of the intimacy. It was by
3 - * direct, personal -administrative initiative that government was
o q . ‘set. in operation. Only by -such agency could the finances have
R P received:the radical treatment. by which Hamilton almost at & )

- stroke lifted the. nation out of banlxuptcy, established its cred-

: it and secured its revenues...His personal. initiative transcended
© 8 S even the fnnction of an English Chancellor-of ths Exchequer on
‘ R ‘which it was. disuinctly modelleg for he had no -other compact
i S S party -on which he could depend. . .

o AL
s

SN S T AR S

This personal ‘type- of financial management continued uwntil
1802, During ‘this. period, the Lower House considered; appropriation
acts as a. comnittee\ of the whole., -In 1602, the Housereatablished a

- permanent Cognuttee On Ways and Means. This marked. the end of per=
sonal - executive direction of Congressional Appropr:.ations. In fact, )
friction. devéloped between the Administration and Congress to a

g AN . ‘point where. all -communication became formal. The Congress exercised

wi.

ai,zg\eta;l,eguz.nterest in appropriation matters in:order to curb exec-

titive discretion.’ The Congress emacted .a series of laws that. were

5 R

F designed'to strengthen its control over fiscal affairs.

I Senry James Ford, Budget. Ma.king and the Work of Government,
‘ ) /(The Annals; November 1915), pp, L=b. Quoted irom Jessee Burkhead,.
Govermment, Budgeting, (New Yorks John Wiley & Sons, Inc.,. 1956),

pp.;fd .‘ ; -

" . et .
2 S AR STV . s
AL TRk Lo T XN Ml SN o
O

9Az«t.t;ur Smithies, The .Budget Process in the United States,
- (New: 'Iorks Mchaw—Hﬂl '—E 50., ﬁgﬁ) s PPs 53=54 .
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2 Aa act passéd in 1809-required that.-officers who receive public

funds account for them. in accordance with the -appropriations, and

+0 .apply them solely to the purpose for which they were. appropriated.D

. Other acts passed in. 1817 and 1823 set limits on-claims against. the

government. and _prohibited unauthorized disbursemeiit of govermment

funds.u

)

‘From 1802 unkil 1865, the House.Ways and Means Committes -

dominated and controlled the spending and revenue measures of the

RO TS YV WAL TN PR R T R
.. . L .
g A e ath LT

. ; ) Government. Thﬂ ,pOsition-of” the Secretary of the. Treasury becane

the Congress. He had.no interest in the size and purpose of the

PN, BN LS O S DY

- funds being requested. The remainder of the President's cabinet

"l haaa :smiiai';dis‘intéresf in financial plamning. It was left to

i ' the Ways' and. Mpa.ns Committee to act. as the review- agency for.all. ,
. ‘ government fix;f;nci.ng. {
. ‘ S gk

In 1865? & separate House Appropriations Committee was es-

Al
P

G e .ol Wi
S

) tablished‘ anduthis endad the period of unity that had prevailed
during the ﬁ.rst 75 years of federal financial operations. By 1885,
‘ "the:ej,were.eight different appropr;gtiog comj.ttees. in the House,
B éach vith the: power to .recomnend. the e:q;jen.lc‘liturex of public funds.

T, DGR 8 SRS P O SPLCs 4 WD S 3 R

e Cansan

| 10act, -of ‘Match: 3, 1909 (2 Stat. 535)s i
28 N 0 Wy o March 3, 1817 (3 Stat. 366) and Act of Jan. 31, Z
TN 2823 (3 Stat, 723). e |

b1 e , 7.

FR—— i a e s v i o e st
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ﬁ ] This resulted in the rapid erosion-of fiscal comtrols. The:period E
NN from 1880-uhtil 1909 was characterized as one of extreme laxity in ]
\ ' federal spendings It was a pericd in which the major financial - ' ‘
49 _problen ‘faceg'd' by the ‘Cengéess«was«the -annual disposal of the large
; f ] sarplus accumulated by the tariffal?' ‘i
2 | " ‘The failure of Congress to: exercise its responsibﬂity created’ 3
F b . a similar indifference within the Executive branch. The spend:mg
" ’ plans of the executive departments bore little resemblence to the
a2 ' appropriations enacted by the Congress. This situation was aptly
] described by Wilmerding: ' ‘ ";:
3 -k . The departiments ‘governed their expenditures by the amounts of “f
25 T : ‘ the estimates rather than by the amounts of the grants. If in 38
; ~ any case less were granted than was estimated, the department or T ;
S DR bureau affected, instead of revising its plans for the coming e
' ‘ year to bping them: within the financial limits of ‘the reduced L RE '
§ ' appropriation, continued them without change in perfect .confidence 5
< . that .Congress would appropriate supplementary sums when they were N A
: | requasta% ‘rather than stop the service,l3 . i S
: ’ The passage q:; the Anti-Deficiency Act in 1875 had little if any g 5
F}[ N “ ¥
r‘, i . effect on thg@e excosses. This act.prohibited any officer or- em= g o
* S ployee of the, -government from making or authorizing{an expenditure 5 "'
| or obligstion under any appropriation or fund in excess of the a= LR
‘ o . T
f mount aviilable therein or in advance of an appropriation, unless gf 143
' the contract or"~9bliget:;.on ‘was. authorized by ‘law.'m ' ,‘
12Jesse Burkhead, Government Bud oting, (New Yorks John i
Wiley: & Sons, Inc., 1956}, ppe 9 ) R
* i o “ 13Luciue h:ﬂ.merding, Jre, The Spending Power, (New Haven: g g
‘ ' Yale Unmmty Press, 19&3), pe 140, b
F’ e . MRemea Stat. 3679(a) (1875), 31 U.5.Ce 665 (a) (1952). § i




The Congréss did occasionally take action to prevent deficiencies

‘but: this action had little success: The movement for bugigetary re=
" form did not receive much attention until the administration of

' . Pregident Taft. . .

In 1909, the Congress began to recognize the negd for & sem-

- £ . .
blance of coordination between revemie and expenditure. The Sundry

Civil Appropriations Act. of that year required that the Secretary of.

President Taft appointed a Commission on Economy and Effi-
‘ciency in 1910 that spent two years analyzing the budget. in terms
of an annual. financial piogram. It also reviéwed the organization

and. complete operation of the federal government. The Commissions

o ”’:W s redre AR R e

.report envisioned a multiple purpose budget. They recommended that
the budget be -4 document. for Congressional action, an instrument of
control and management by the Chief Executive, and a basis for the

‘administration of the departments, Unfortunately, the Congress for
various political reasons was in no mood to accept the recommenda-.

S tions of the committee. Dispite this fact, the work of this commit-

~ tee did contribute to the pressure for budgetary refarm which

9

—

war e s+ 1 S ek 1 n e T S oot —~- Arihe e o S

SO the Treasury should immediately inform the Congress when expenditures
a?é exceded' ~r'even;;19$. In é:ddition, he was to advise the Congress on the
: manner in whiph e:qsé'nditures could be reduced or revenues raised to ‘ ?
i such levels .&ixat would eliminiate the deficit. Although?" this measure
L had little e.fj‘ect, \i:tv did mark the begining of the end for the fis= i
% . cal chaos- thgt had, characterized féderal spending during the preced- | §
¢ 1 . img2years. | o ;o
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. athor as the end of Congressional control over appropriaticns.

eventually resulted in the passage of the Budget and Accounting Act
o2 1921 '

‘The @stablishment of the national budget in 1921 may be: viewed
as the transition from a Congressional budget. to an Executive budget.
* Tt also marked the begining of attempts to introdice bisiness like

financial riethods into the government and was seen by at least one

15

The -establishrient of the Bureau of the Budget and the preparation

of an executive budget. Were important milestones in. the control of

federal spending. They did not however; cause any great change in

‘the basic approbr‘;i.‘a'.tion structures. Federal spending continued to
be: in terns of obJects bought for the next 30 years in-much the same .
.way -a8 it had. been since the days of' Alexander Hamilton. It was not

until the appointment of the first Hoover Commission in 1947.that

people uithin thé' federal government sta;u;t,ed* thinking in terms of a

revised appropr?.ation structure. The Commission recommended in its

“191:9 Feport. "tt;at the whole budgstary concept of the federal: govern~
ment should bee‘ refashioned by the adOption of -a ‘budget based upon

yv

\functions s actiyities, and' pro;jects.16

: ?F

yﬁc

lsclinton Rossiter, The Ameérican Presidancy, (New York:

‘Harcourt, ‘Brace, & CO., 1958) p 76, 1t Is an exvreme view and
would. certainly receive an agrument from each. President since 1921.

16Cmission on Orga.nization of the Executive Branch of the.

,Govermont, Budggtgg and Accounting, Washingbon, 19h9, Pe 86
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CHAPTER IT
REVIEW OF THE LITERATURE

. There has been a considerable amount .of writing devoted o
performance and progran budgeting.  This writing is conveniently
divided into two broad categories. First there is the history of. -

* the :de,v,elopmerfxtzof actual performance or program applications in

budgeting. The second category concerns the theoretical dévelope

-ment of proposals for eruen pérformancé or program budgets. This:

sumary will engage but a few of these applications and proposals.

but they were considered to be the most important and the most re=

presentative ofthe literature written .on the subject.

‘I'HE ‘DEVELOPMENT OF PER.FORMANGE BUDGETING

The teni performance must have same recogxizable and defin-

. itive i‘eatureé i.g it :.s to be used in describing & type of tudget-

ing. KLthough the purpose of this study was to define performance,

.),:

& point of departure had to be establ:.ahed in arder to recognize the

L

varj,ous forms og performance budgeting. Jesse Burkhead wrote that
i "perfoymance budgeting. can be most gppropx:iatel:v associated with a.
budgst ¢lassification that emphasizes the things which a government
. does) rathier than the things Which & government buys. Perfomance
1 " budgetiig shifts the-emphasis from the means of accomplishment o
“the acéomplishment iteelf,"™
% .
¥ "1Jqssb Burkhead, Government Budgeting, op. cite, p. 133.
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- The first attempt to construct.a performance type ‘budget was

attributed by ‘A. E: Buck to the Borough of Richmond, New York City,
"in. the years 1913-1915.2 This type of budgeting was then kiown as

8 cost-data budgete The New York Bureau of Municipal Research

assisted the Borough of Richmond in establishing a detailed classie

fication system for tliree public works functicns, viz., street ¢léan-

ing,. sewerage, -and street maintenance. These functions were each
divided into ten subfunctions that' were termed work classifications.
-I?hys:i,cai units of measure, such as miles of street 1o be maintained
were presentsd in the budget document along With unit -costs, and a
distribution of outlays by the various objects of expenditures for
-each subfunction. It is not difficult: tO‘understandy"iﬂly‘ this pro-
éed,u_x‘é»wa’s: abandoried two. years after its inception.

" There were other attempis to 'éonst'mc{c cost=data 'bu(igets

during ‘the ‘Thﬁ“bie‘s“and Forties: at. both the. federal and local levels

of goverment. Of these, the most notable were Richmond,. Virginia,

“and the TVA. Mp. Buck!s work on the Hoover Commission seems to have

‘been instrumental in introducmg the. concept to. Washington in 191t7.

N 4,, o
However there ﬁere a- number ot agencies ‘thinking. along these same-

N

2.5, Buck, Mperfornance Budgeting for the Federal Goverament!,

h ffrax Review, July, 19h9.
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’ A group within the Navy Departient had constructed the fiscal year f ‘,
‘ o . : ~ LB
1 1948 ‘budget. in appropriation form and also on.& program basis. It PR
v | v N * n . 3 3.3'
was this group that brought the idea to the attemtion of Mr, Hoovers
‘The- report of the Hoover Commission leéd to-'the adoption in i
1949 of -Section 403 of Title IV Public Law 216. This: Act introduced -+ 'l

L perfoimance budgsting into the Department of Defense. ..It prescribed -
) that budget estimates be prepared, presented, and justified and-pro- * \“
: £ . . . . ) . i 12}
;| g - grams be administered ™in such form and manner as the Secretary-of . i K
- ‘ ‘ 1 . B
r Dei’ense.a..m@’y detemixie..,ap& on a performance basis; and that they i ’
: be set forth in a readily comparable form." 'The vagueness of these )
i words requires that a distinction be made bétween thé concept of pers 1 B
. P
; - , i
formance budgeting and the practice. .
F In spite of the apparent smphcity of the concept and in spite - ]
of the modification in budgetary classificatiohs and apprOpriation, .
ﬁ s 1 there is still much question as to whether these departments in ; S
; 3 fact have’perfornance budgets.h e P
¥ . & h
If there were ‘any one point upon which most authors in this field . f
E, 3 .- agree 3 it is that there 15.n0 precise definition for a performance ;
} : ‘budget. It has been given mean:.ng by differant groups accord:.ng to. :
. g‘. L s e de s ) ' ‘.\
g : their own. position. {
" : “Frederick.C. Mosher, Pr getin (Chicago: Public . ,
; : Administration Service, 1951;), p. ‘
s § . .
i » z 8 :
' A | :
| i
s P ,..’.i‘. LYY - — -~ o = = Sl Py e
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Politiéal econcmists and legislators think of performance budgeting -
, a8 & reduction in the: variety of appropriations. A means to sim--

plify and clarify the review. of -expenditures ‘by the costing of spe= |

X fi"iiv/ s ety TR

< VR ot S g SN S e
-

¢ific programs. Members of the Executive departments visvalize it

Sy oo

as a means of obtaining greater flexibility and freedom in their
decision.making, They also expect that a performance budget will

2 s —
et es e T

P

afford .greater control and acéountability over their subordinates.

-,

To the operator, a performance budget might mean a single source of

funds ‘based’ upon peri‘br;nance of a given function and a ,considerabie

amount of latitude in the attainment of this objective. Finally,

the accountant equatés performance budgeting with accrual accounte

A

.. C e N . L - S % e . C 3
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ing, separation of capital from operating expex‘x&iturés, -cost centers

e A an ) AeiA K TN L LTSN

with measurable performance, revolving funds, and a whole host of
¢ other accounting refinemets.
It «was";;fér these reasons tﬁat the budgets which were intro=

g C  duced. into thg ‘amed forces in thé -early 1950ts were not performance
a ) . i . . '

SR AR

1 budgets., ‘The;féname was .applied to budgetary ré,foms that were then
'abépluﬁéljf' esé_égntial to prevent the accouxiti.ng stricture from falle ‘ -‘

; ing aparts The JNav’y reduced: the nimber 'of its éppropriations from

L8 to-22 titles. ‘The Army from 21 to 8, and the new Air Forces l
. systen ‘used. but 9.' However, the appropriation titles bore little

V fes'e‘mb,lénch to the;?;t\:.hctions, ,act.:i.vit'es? and projects recomnended .

' by~ the -I:Iéove;'?(}dm;nissign. \Eac‘h appropriation funded what might be '

. ‘ &

- "dgéépib;d &s & progran but %here;wasrnwbagis within the program for
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: - e . - - o '
'the measure of accomplishment: Inh each case, the -end product or size

of the program had more relation to: the am;iup,t -of money apprdpfiated~ )

fhe introduction of ‘the program packagé in the fiscal 1963 budget did

not. address itself to this problem since here again the measurement

criteria is lacking. This subject will bé explored in greater detail

in -a later seétion.

THE NAVY IMPLEMENTATION OF PERFORMANCE BUDGETING
~F;j‘>1.fl.oWing the récommendation of the quv‘ez‘}'Conm;i,ss'ioxi and thé
* -enactment of Title IV of the Natiocnal Security Act Amendients of 1949;
the President requested the services to. submit théii”]ﬂx')’l budgets
-along apéri‘omance lines. Each of the. services was g’i.vep ¢onsiderable
‘ ;ia,tigﬁd@ in determing how. they ~wou1d‘re’shape their appropriation
,stmcturé‘. ‘The ‘Nav’y' implementation will be outlined in ‘some detail
but: tl{xg general pattern of events is moré or less. appiic'ablg to the
< other two <‘sér\'r§,éés.. |
' ) The Na\% had ‘been facing a finarcial nightmare for a number
of years., At :‘ih‘e close of World War II,-it received its money in
61 ‘diff;rent appropriations. " This-rumber v;ras reduced in successive
lyg‘e‘u"s through: 1950.to 48, -& nuziber that -still posed. severe adminis-
trative ~pr9bl§m9" fc:ji'“:ﬁhe Navy's Bureau ‘structure, ' These 48 appro-

~p;:_1§t\ions:‘we;c‘e:'ma‘.ﬁag‘ed by twelve Bureau and Offices including the

‘Ma¥ihe Corps. A Navy Department pamphlet published in 1950 gave

‘than-it did to the manner in which the.program objective was-attained. .
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the following two -deficiencies. in the then. current structure:

First, appropriation requests- in the past have not been form~
ulated along program or functional llnes. Consequently, no
‘bureau. or office in the Department maintalns accounts on a bdsis
which -shows the cost of conducting such important naval programs,

" .as malntenance and- operation -of the fleet; medical care, and so
on, Programs of this, nature are presently financed.: through nu-
merous appropriations.. With the establishment of the Department
of Defense, the .necessity of budgetlng and accounting for funds.
on.-a-program bas1s became 1ncrea31ngly apparent; 1nasmuch .as
‘budget determlnatlons at various levels are made on ‘the basis of
-programs rather than of the bureau or office which will ‘do- the
work or of ‘the- partlcular ‘objects. of - -expenditure 1nvolved

‘The secénd weakness in the present structure rests in thc fact
that fiscal respon31b111ty is diffused, with the result that in-
ternal. management is unduly compllcated. No- one -theory appears .
to- ‘have -been followed consistently in the evolutlon -of the appro-~
prlatlon stxucture. Consequently; approprletlons ‘based -on broad
functlons »are intermingléd both with appropriations based upon
object clBsszflcatlons, such as tranSportatlon, and w1th appro-
priations-pased upon organlzatlonal concepts. In many instances
single field -activities  are now financed by .numerous approprlatlons
with the"gesult that no 81ngle ‘bureau-or offlce of the departmend-
can exerc;se complete flnanc1al control over a field activity
under ltanognlzance, nor can a 31ngle bureau or offlce .render

o promptly g{complete accounting of costs incurred.”-

h ﬁThe,m@jor\emphasle in. the foré-going was placeduon the fonnulation

" . of programs that would perinit the bureaus to exércise management
R .. N 11 B

-eontrol. While‘the~first paragraph talks about important naval pro-
grmms, 1t should be noted that the programs themselves took. the form~
T of the program for: which a.particular bureau was responsxble. Thus
_the cost of’ gleet maintenance and operatlon was a program adminis-

tere@\by~theHBureeu;o£9Ships. The cost of manning these same ships

{

5Department of the: Navy, "Concept of the Navy's 1951
Performance Budget," Office of Budgets and Reports zFebruary 1950),
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, ) was a-separate program administered by the Buréau: of Naval Personnel. I”
b Medical care was' administered by the Bureau of Medicine: and: Surgery ;
! ‘but the staffing. 61‘" military pérsonnel was again funded by BUPERS, %
The ‘pérformance biudget. that the Navy implemented was developed alorig f
: program lines that reflected. the organization of its bureaus and {
offices, Ir'l;.th;‘.s respect, it met the critéria. of a budget that re= §
o véaled functions but it is extremely doubtful that this budget rep~ ;
SRR résented activity costs., Pérsonnel costs. represent. 253 of the mil- :
itary budget. To éxclilde them from activity costs distorts both i
] 3 ‘budgeting and managemént. ;
' ' The Navy's pogj.tipn with regard to program formulation 8tip- ;
i ulated broad ::"gi'pgrams that -could be used for évaluation and compar~ i
Sk {son &t the Dgfense level, To implemeiit this within the existing RN
s . ; bureau struct.g;re, the Navy (and the‘ Army and: Air Force) ha d 'to ; § }}f
‘ Lo fraguent its f:firggperaj;ing, and capital programs. ‘The semantic diff- : ’ff ;7
: ’ # J,culty m ;bh;%f,em-;p:ogramping,vfas here apparent.. The program
&’ A‘.‘ ‘ ‘i‘gotil‘d' mea,‘p&t}ie' end product that was being purchased or it could mean ' '
E i'a .funct,ipn: tj.h'at, was contribuf:{ing to the achievement of the -end pro- 2{
P ducts L ?ﬁ
# R . In the..firét case, a defense program. would consist of all : :rs §
8 & ‘ ' »t.hat: was required to operate a segment -of the operating forces; for § j
IR ! | ’ éxduipl’e;, the cost of Anti-Submarine Warfares ‘This type.of-,program, o
r * ' would ih(c’;l.ude the developmént, acquistion, and opération of all of o W
- L ithe-'»fa'c‘t.g‘:ﬁs -ih’voive'd‘ in ASW,.  This progrem would cle;rly show what ?




vwa‘s';}bevin‘g ‘procired with the mohey expended. In ‘the latter case,

the furictional program alligned itself with the contribution that
each of the technical bureaus made to the end product. Unfortu- .
natql;}, .each- type of program ahs;wére@ the question = What is being
done: with the money? In one case, it bought types of warfare, in
the-otheér it bought pérspnr'xel, operation, maini;e’n‘ance,[ and capital
equipment. © \ ' -
“The Navy placed gre:;'t e;nphasis on its p;'og::ams showing what
was being done with ,the‘money‘éXpe“nded but it never really faced
up to the true .intent of this statement., The nature of 1ts bureaus
prevented a budget structure -based upon: and. products because the -:
‘bureaus themselves were contributcrs to end products. Each tech- -
nical bureau w:s respons:Lble (and still is) for providing certain
types. of ‘suprz"-t to the opérating forces. No. single bureau. had

' total respons:x.biu.ty for any one end product. It was therefore im-

possible-to cgmstmct a budget that showed end products and still

~

,mamtam the, bureau admmn.stratlve stmcture as the vehicle of its

i@p.lementat,lpm L

‘The, conclusions to be reached from this brief swmary of the
history of performance budgeting is that there has beeh much sell-

ing of ‘the "{qeﬁz but very little implementation of the practice,

It §s strange that a.concept Liké this should have such wide spread

 acééptance and so 1ittls compliance, Perhaps it is the very nature

.of the .concept. itself, Is the performance of a defense -activity or

19
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\»qny government activity measureable? It .isu,pgssible to have a true

performance budget? The answers to-these questions are implicit in
a'definition -of perforiiance budgeting and shoudl be: resolved inxvﬁhg

course of this study.

THE VARIOUS PROPOSALS FOR PERFORMANGE -AND PROGRAM BUDGETiNG
The story has been told in Washington that Former President
Hoover himself invented thé term "performance budget" to lend sales

appeal to a differént and improved method of federal budgeting.é'

Whether fact or fancy, it remains true that the idea generated a

host ‘ofiwor"thy reforms in federal spending. The Hoover Commission
itself was excedingly vague when it attempted to define its major
recommendations. Buck statedthe following in the Task Force Report:

A program or performance oudget should be substituted for t.he
present budget, thus presenting in a documént of mich briefer
-compass the Government's expenditure requirements. in terms -of
services, actz.v:.tles, and work projects rather than in terms of-
thmgs bought. :

- Mr,. Buck used the tems program a.nd»)i‘:e_r‘fonnance interchangebly in.

]

this explanation making no effort to distinguish between a program
‘and its subsequent performance. The illustrations of programs given

in the Task Force Report did not.clarify this point., They were

6M05her, \920 Cito, po 780

TTask Force Report, Fiscal, Badgeting, and Accounting
Activitn.es= Washington, 1949, pe 43,
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quite broad and sre actually examples of -smplifying -and reducing the:
appropriation structure in order to improve -Congressional Arév‘iew'.
In order to. find. the origin of the performance concept;. it is

necessary to look at the movement for "effic¢iency and economy" in.

5
v

S SRR R B itk ki R R

government, This movement was stimulated by the transfer of economic

ma(rginaii‘sm,v which was in great repute at the turn of the Century,

‘ to‘»;ards the subject of governmeént. This school -of. thought was given

B

- , ‘
3 the rather dubious title -of Welfare Econémics. The application -of

efficiency to rbudgéting‘ was an outgrowth. of the use of thé term in

k5
TR

3 Welfare Economics., ‘The major contention was that the cost of an ob- ' ¢

i Ject could be equated to the amount of government service that could

St

‘be provided by the object. The following quotation illustrates this

g

point:

A2 2

the ¢ v oze sgre

. . Expéenditure should be distributed between battleships -and poor
: b \ ‘,,z‘éilj,ef in such wise that. the.last shilling devoted to each.-of i
them yields. that same return of satisfactions...This method of
approach suggests an analogous test. for determing how large gov-

-simient- eXpenditures in the aggregate ought to be. If a comm-~
“ nity ‘wereiliterally a unitary ‘being, with governmént as a brain,
¥ ‘ -exp’éndit.qfré should be pushed 'in all directions up to. the point v

at which fhe satisfaction obtained from the: last shilling expen-
. . s o AT - L e A ° L . s YA N - H
- -ded is equal to the satisfaction lost in §espect of the last.
3o shilling called up-on government service. '
N . - !«
81.C. Pigou, A Study in Public Finance, (Léndon: MacMillian
&Co.,. Ttd., 1951), Pe 3L, ST s
3 l. = " ‘j’t ' ] :
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: - ‘The extension of Welfare Economics:into the i'ield of budget-

ing is evident in the work of Herbert A, Simon,’ Smon drew a paral-

lel between private industry and government in the atta:.nment of ef=.

ficenicy. To replace.the profit factor of industry as thé criterion

for efficency, he suggested that government must substitute the ob-
jectives of theé activity being appraised. These objectives would -

be meaSured for the degree of attainment ty the construction of in..

dicies. An index might be any méasurement that indicates the effect =

%
.

»
“
TGS R

of an activity in accomplihing its final objective. This index is

just an attempt to replace profit with some other yardstick. Natu- -

rally the definition of objectives is quite difficult when dealing ;

with the services rendered by governierit but Simon insisted that it

FoZae,

RIS EAE

r’ - ‘ " could be done. In fact he said that it was done in every -admini- O . ﬂ
[ . - . .

stration. He-did not, howéver, point out that this was a subjective .

evaluation made by the administrator.
» A The attalnment of the act1v1tles obJectlves is. always .a matter

l
‘t.«

: Tof dégree.! This degree of attainment is seldom considered. in the g .
i formulation of policy and the administration of funds. Simon's use ;, "
‘ .-of -efficienéy in administration would consider this factor. It would b3 :
" , ‘ : : e
‘ -also -determine the choice between alternate objective. Efficiency g
FX \ .-dicates- that the choice. be that which produces the largest result B
3 9’I'hn.:s Section: is drawn from Simon's chapter on efficiency, B
g See Herbert A, S:Lmon, Administrative Behavmor, (New York: MacMillian & »
: ‘Company,. 1947), ppe 172-197. 74
| :
| o
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* for the given application of resources.

Underlying this entire concept of efficiency in 'Publiq,,aanxin-
istration was Simon's proposal for budgeting. He would have two com=-
prehensive budgets, an annual budget, and a long term budget. The
long term budget would be made up of several parts. First, there
would be long term estimates of trends in problem magnitude for the

various-departments, eg:, mileage of streets which must be kept

¥

clean, vpopuiation to be served by libraries, etc. There would be

long term estimates of Service adequacy. This entails thé level of’
;ser‘ri(:e that is to be afforded to the citizen, These two estimates
would theéh be combined ifité. a long range work projection showing

work units for the services to be rendered and the facilities to be
constructed to achieve this program. The last part of the long range
budget. would be the financial program that relates the work program
to ‘the .fiscai pesources of the community. The annual budget is mere-

¢
ly a segment oﬁ thé long term budgeét. The approval of the former by

s~

“the’ l,egislatu{?««would also :cohstitute approval of the annual budget.
I i:s dg.fficult to classify Simon's proposal as a performance
type budget since its salient‘fe\a.ture's are long term programs., How=
ever it doés 'r!esult‘ in a. work program«"composed of performance units
and:in that context may be looked ﬁpqn as-a pérformance. budget'.
Since it was first proposed in 1938, it may be viewed as the fore-
ru}mer ‘of many of the more recent proposals for program 'budgets.‘

There is a certain amount of similarity between Simon's long range

23

¥




- S T T o }
— g s - .-
- ' budget and the: program package of Hitch, Lk : i
. Before leaving Simoh, .a few iords should bé Ta.(‘idresst‘ad to his.. : J
jdea of functionalization as relateéd to orgenization. This will be .. ‘ i
seén as' & major problem in both program and: performance budgeting. -
To have effective functionalization according to Simon, the tech- . o f‘?‘
i nology of the o”rgé.,nization must be such that the work of the. agéncy '
can be broken into.distinct portions, each of which qontriﬁute to A \ ',“
: but -ore subsidiary objective, If t.his typeé of func’cii@haliz’atiqn:is- i%
u i unrealistic, if it does not represent the true organizziion,: it will { :
l‘gad to: deterioration in the quality of deeisions: ; ;
g ‘-<For in this case the valuss which are .affected by the unit!s ”
; activities, but which ire not comprehended in the statement of %;f
. F the organizationzi objectives, will be neglected in the decision K3 :
F? 3 3 . making process: : P B
f: . ‘ Thus Sinmon reached a conélusi()ﬁ ,.tha{; ‘has been painfully learned by i )
: | i vgnah‘y aéépuntaﬁts s coiiptrollers, and management theorists. Organi- ; &
' 5 zation must. follc;w function and not vice versa, | ) |
N | Fo.'%lom'_ng Simon ¢hronologically were the reforms in budgetary ‘;
preparation 'azﬁiet World War II. T.}'ierewere the revisions ‘prompted‘ by "
| th;a -necwéssi,ty‘g;d streamline the -hopelessly ent.a:ngled appropriation
. B “structure.. Aé‘; mentionéd before, the movement originated -in séveral“
:[" sectors of gc’,iwfre"rnm_ent*, Notably tl;xé;Navy :Depa.rtmen‘; and the Bureau
» ' 1T ) ‘~=6£.,'t};je Budget--and culiinated in the recommendations of the Hoover
1 ' 10134, p. 192. | ! “
F b }
L_ ; : . R ' ;




o
;
AU “ Commission. The next proposal for a "truel performance budget was
made by Frederick C. Mosher in 19514._,11
. Mosher survéyed ths new military performance budgets .and
r - reacheéd the c¢onclusion that they were basically groupings of the. .
' cost -of" suppcrting elements rathér than of the operating elements,
- ’ He held that 4 true performance budget should answer such questions. ‘
—« * 1 -as the following: v R

3 -

’ . Thé program and thé cost of combat operations; active defense

of the United States; other operations and maintenance; and build-up

S for ‘the :fut‘ure.

The program.and -cost of the basic components of air power = '

strategic, tactical, air defense, and air transport. :
h The programs and costs for divisions of the Army. The cost X
R ‘of ‘building a division and the cost of maintaining a division, o

; ' The program aid’ cost. of training for all major military

.

X
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programs. - ' :

The. program -and amounts of procurement for mobilization re-

o sewé . . ' E o N . ) . : ‘ ] ,§
‘ ' : ' S | B
g ) : The 'trug costs of our various actual and proposed programs for By 3
‘ ¢ * , . : , \5’, @ :
L A L . ~ L3 - e® . " v I b
E - . supporting our’ allies.around the globe. oA :
. ! x X L , . .
E 1 To-solve this riddle of program vs, performance; Mosher proposed
r S . ‘ :
) g = 'u-Thi,s,ﬂ next section is based upon Mosher, Up. Cit., pp. 230-249, B
3 : ! Lo 4 . ) B - . ) ‘ _“
P s . . 25, a2
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* tvio different budget systems. One would be designed for the develop- g
ment, appraisal, and approval of future policies and programs at top
levels. - The other would facilitate internal programni;lg;, management,
and -control. He-called the first type a program budget and the latter
ar.1 administrative budget. The program budget would be designed to
provide precise information to top management for review and decision '
making. The programs would be presented in terms of costs and their

. -classification would be based upon .the mission of the resbéctive' de-

part’mer;ts, not the ¢ategories of cost of the items themselves. The

definition of this program budget is an -expression of costs in terms
of things to be done rather than of things to be bought. Mosherts:
primary program classification for the Army would include:
Combat Operations (if any)
Overseas Non-combat opéerations
Active Defense of the Upited ‘States
‘Operations and Support of Active Forces in the United States
Tralm.ng
e

£‘v
. R T o
. Mobilization Reserve

"’ Researgh and Development -
3
‘Constmiction - .

‘Services (not directly allocable) . |
Thesé broad progranms would be subclassified into their most "mean-
ingful elements", The budget would also be supported with other
. . data suc':h as size, type, and readiness of forces; projected requiré-

ments of key items of equipment, and projectéd personnel strength.

26
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All. such estimates would be over all round numbers. guesstimates.

Dollar detail for budgets that range in the billions are urnecessary,

corifusing, and suggdstive of a non existent degree of accuracy

\accordmg to Mosher,

The preparation. of this type-of ‘budget would be at the plannmg
level. Bucl_get. and ‘planning for the program budget woulq be. integrated..
To accomplish this, the preparation, presentation, and justific;ation
w?uld’«»beA removed from the comptroller -office and assigned :bQ the
prqgra.x;r planning units of the three services.,. This program develop-
ment would be. performed at the top 1eve]:. in much the same manner as.

* .' _' the present Program Objectives. The field commands could make pro-
'posals but the annual p:‘og’m'm ‘budget would not require their special
or annual participation, Costing of thé various programs would be

" ' . based upon previous iexperie’r’xbe. This method would require reliance
. . - upon statistical skills rather than accounting. Moshér did not-
| | cla’im that th:x.s typé of estimating would achieve great accuracy but
2 ' | he: dld feel i,%', would do as well -as the ‘then current. methods (circa
. ’ 4 1952). Bgsg.%es the degree -of dollar accuracy is .of secondary' con=
. :sidei‘a?;ibh.» }'I'he primary purpose -of Moéher‘s budget is to presént

the ;ﬁrdppéed- programs for thé next fiscal year with their approx-

o
e

? t imate .costs. The various review ’ag"enciés‘ and the Congress should

K

be concerned with basic questions such- -as; should this: program be

undertaken’ should ‘this-one be increased or décreased? After ‘these

- ‘cénsideratibhs',' ?hex might Peview the adequacy -of cost. information

T T o

e

N
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: - but, this is a secondary -consideration. In addition to this cost-
q , ’ ing of an -annual program budget, Mosher also recommended that each
‘.‘ budget be accompained by projections of programs and approximates
“""; 1 of costs for the two years foilowing the budget year. - ’ %
& El The Agministrative_budget proposed by Mosher was a vehicle ;:g
- for inpernal planning and control. Its size and content would %
follow the approved program budget but it would utilize different : . ’. ]
f classifications. Preparation would be similar to the usual budget § ;
7 formulation except that it. would start oné year later and thus be- %
3 based upon- the more realistic assumptions of the President!s budget.
1 It would be based upon firmer program objéctiveés and a pretty reli-
able estimateé of the funds to be available, This process bears
: & , . ’
F ’ © .close .resemblence to the present financial and funding plans that
H N 3 -are now in use since if would culminate in a request to the ‘Bureau ;
’ of the Budget for apportionment of funds already approveéd under the
. : 1 -1 '
° ©program -budget. ;;
) The conteft of the administrative budget would be a detailed
3 : 2
E'“ : ‘ 'statement of pagt, current, and proposed work and the associated
3 i i B ‘
costs. It would}i)e ‘based upon a complete -and critical examination
31
3 . oi‘ past performaqce and future plans. The s‘dructure or primary
; -
}} i 4 . cla.ssn.f:.catlon af the adm:m:.stratlve budget would not be the program
» f ; »‘but rathér it would be based. upon organlzatlonal classification.
S 4
§ & “Each coma.nd would’ const:.tute an organic class in this budget.
ﬁ { o f » Wh:.le Mo,sher proposed that budget est:unates be presented and
N ‘ . = . E 28
B
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o " supported in detail by each activity, he held that the allocation _
. ‘and,allotx;lent of funds should bé ina lump sum. The activity might . o
be given. dertai'n' -guidelines. on how ‘to spend: the funds but the ‘ ‘ : ]
, . * . N P L
Comanding' Officer at each echelon-would have the authority to apply 4. g
the funds in the most effective mamner possible. He would thus have. : g
authority to transfer funds to other uses as réquired by the circum- :)
- stances. The Commanding Officer would haveé theé responsibility for " ‘»
3 these decisions -and. would have to be- prepared to defend them. How- » : §
, ‘ever, there would be né' question concerning his authority to make g—f
, such 'decisions. : 5
To 4chieve more meaningful cést data accounting, Mosher
? stressed the elimination of the various free issue items th‘zjou‘gh
) »; '.the,i_r capitalization in stock fund, He also rec;mnended that.the
. pay of all military persohnel‘ eXcept those assignéd to tactical units '
and those ‘in full-time training be charged: to the activity using |
“their s,ervicé_é; '
' h The tg'"qj";l‘eral ‘conclusions and recommendations made: by Mosher
were i‘ollgwéd; in 19553by anoi:{her general survey of ‘budget:fmg made
§ by Professor Arthur Smithies for the Committee on Economic ﬁevelopni,ent.lz
Smithies! recommendations differ slightly from those of Mosher but
i ‘ ‘iZThis;seqtipnf i’si’drawn, from.Chapter XI of Smithies, The
) Budgetary Process in thée United States, (New York: McGraw-Hill
‘Bbok Co.,. Incs, 1955), Ppe 257-277. :




'thej.éontair;v the same basic¢ proposal.for two budgets, the program
budget .and the administrative budget. The later is almost :a carbon
copy of the administration budget contained in Mosher's work. 'I“t

too would follow thé present funding programs that determine the

-allocation of appropriations but it would be "improved -and strength—
ened", The administrative budget would be the device used by ‘top
service management to .conduct “an annual spring héuse cleazi:'mg“]'3

to-review past, -current, and proposed operations. The accountin
past, ) prop P L

structure would follow'organizational lines with no relation to ‘the

o
]

| ‘program budget, A standard classification of functions would be
used to categorize the various programs for budgetary and work plan-

(v ning purposes.. However, these would not limit the activity commander

:m the exércise of his authority over funds alloted to him. WThe
~CoMan”c'1in‘g‘;Officer at each echelon should have authority to appiy
the. funds in the most effective way possible and ‘o transfer funds
as local éirqxgz;stances réquire, Only in this way’can-true command
reéponéibil‘it’}i’be exercisedt, 1

1

As the ,prerequn.slte vO the Jprogrant budget; Smithies suggested

that the apprbval .of" the Program Object:.ves by the Jo:mt Chiefs of

Staff. and the ‘National Secur:.ty Council should. only be given after

f '3«31b5;’d; ) p;«"26394

v “ . .
b age . . 4

. Ytpid,, p. 264




.
et N
i

¥

b4

s
PINIIEN

AR

after these objectives havé been costed out. -He maintained that

these two. bodies must be aware of thé dollar consequénces of their

decisions instéad of waiting until each service had priced. out its

version of the Program Objectives. This change ‘woqlzd- eliminate much:
of the friction that ncw arrises annually betweén the President and -
the«.miliﬁé;ry over the costs of military programs. This costing at

the time of JCS plaﬁning‘ would -also permit the budget time cycle to
be reduced by »ohé -yéar, In format; the Smithies! program budget would:
aistinguish- costs by the types of forces, ~t‘he‘ -costs:.of supporting
'ti'lése forces,. the. cost of force build-up, mobilization reserves, re-
séa;,rch and: ‘development, and general administration. These prograus

would serve a8 the basis for Executive and. Congressional review and

'woul'gi then result in the annual appropriations. The budge£ would cover

d number:of years and contain estimates of appropriations, obligations,
and éxpenditires .as well as the-effects of expected price changes on:
thése estimatgs in order «’é.o provide an indication oquuémtit’y‘. The
;la,s”c propbsaij‘%ni‘ght ‘be a trifle naieve from a political standpoint
since né adm:‘.éiigtré.i;ibn »ﬁoulgl, everlvadmi't to-.an "expected" price level

inéréase.. A further snalysis of lir. Siithies' progrim budget is uni-

" -heceéssary. sin;:‘é ﬁhé:‘exan;ples: he gave. were' limited to ‘the Air Force and

they .bear-sufficiént resemblence to the Hitch Program package to be

considered as an-antecedent.

‘The Second Hoover ﬁoignni‘s‘siqn ‘made some notable contribution to

. the field of defense budgeting but ‘their report more or less deempha-

sized the term performance -budgeting. The fourth recommendation of

LI
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' the Task Force eg Budget and'Aécounting>made,the‘fqllowing;refé:enee;

ol g e S b

(It is recommended’)That the executive budget continue- to -be-
based. upon functlons, activities, and projects adequately supported . L
by information. on program. costs and accomplishment, and by & review - o
of performance by organizational .units where these do not coincide T 4
with pérformance budget c1a531f1catlon.l5

If performance budgeting was the "theme song" -of the .first
16

Hodver Commission™®, accured expenditures -accounting may b: régard-

f 1 } ed as. the theme for the secénd Commission. In reviewing the Commis-

sions report on Business Organization, the terms accural accounting,

.
9
k:
pe
i
ks

cost based budgets, and accuréd expenditures are frequently repeat-

ed.lﬂ This report contains no reference, howevér, to éxisting per- .. o 3

formance budgets., It did state that the existifig budget system was

Cae

"defective as preséntly practiced in that it does not adequately

reveal -available resources or cost of‘performance".lg

> :‘ o In order to rectify‘this~défeptive budgetary.system, the task
E gprcefonvbudget and accounting reconmerided. the elimination of ob=- |
ligation-type budgetingtand the subsiitution in its plece of an
accured expenqlture ‘budget. Thls budget would be baséd upon the

value of goods .and services. estlmated to bé received durlng the

fiscal year. ?{ong lead~time progranssuch~as weapons systéems and: .-
majorfconstru;tidn«would.befproéuved by the.usé of contract auth-
.ority granhted byVConéresst This means that Congress would review

’ RN

%

2
' . . ‘\
i
. . .

*

lsTask Force Report on Budget and Accounting, (House Doc, 192,
: 84th Congress)

16\Iosher, -Op. Cit., p. 78
l7Buuiness rgranization of the Deggrtment of Defense, (June 1955),
‘131b:m., p. 76. |
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DT " these programs anrually in térms of costs and -accomplishments, both ™ A 5

1 * future and past. The coimittee also recommended the reduction of

budget preparation to a maximum of one year and the simpliéation*:bf

LY
ot
o
xw"‘—-, >
o e ke

what it called overly detailed justification-data.

N NN T o B3 I gt

) ‘ ‘The most recent and by far the most important pro_pgsal for )
3 " improving the military performance budget was made. by Mr. C..J. 3
[ Hitch, the present Assistant Secretary of Defense (Financial Man-. ¥

agément).t? As the DOD Comptroller, Mr. Hitch had been able to

implement his. proposals' for program packages. The.major contribution

that Hitch-has made to the evolution of the program budget is to

place great emphasis on end-product missions that -cross the tradi- -
tional service department lines. He placed the various components

of thé three servicés into three broad programs: (1) detérrence or

i3 ',‘,'5 m‘ ety e ‘;. .

s * . fighting of all-out war; (2) detérrence or fighting -of limited war;
3 and (3) research and development. - When the program package was if-
troduced .into the fiscal 1963 budgetary process, this number was % k
“expanded to nme packages. . ;
As deflﬁéd by Mr. Hl’cch, the program packa.ge in an J.nter- i ‘
:’ related group of program elements that must be considered together : \
{ because they sgpport -each other or are -close substitute for each. fﬁ
; other., “The 'prggi'am element is an integrated activity, a coml;ina.tion j ‘
: : 195¢e.C. J . Hitch and R. N. McKean, The Economics of Defense -
g in the Nuclear Age, (Cambridge, Mass: The Colonial Press Inc,, 1960). ;.
. . ) %
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of men, equiphent, and installations, whose effectiveness can. be

rélated to national security policy objgctives.zo

~

military férces.

“Gomnand -and the Givil Defense Program,

As examples. of

elements, dr. H;tch used wings of B<52 bombers, infantry -battalions

.and combatant shipg, taken together with all the equipment, men,

installations, -supplies, and Support réquired to make them effective

*

Thé first of the nine packages is termed the Central VWar .

.Offensive Forces Program. This package is divided into a.number of

general categories: -aircraft forces; land based missile forces; sea
based missile forcés; command control, and communications systeims;.

and-headquarters and command support. &Aircraft forces consist of

wings 6f B-52's (with air-to-surface missiles listed separately),

wings .of B-58's and B 47's,.thé tankers, and thé RS<B =~ 70. The
missile forcés~arelAtlgs, Titan, Minuteman, and Polaris. The
communication links .and theé -command and :cotitrol -Systems required
for- the direc@ion,gf‘the strategic forces are also included in this

package together with the headquarters and: command support that is

required.. Pé%kige tio. is the. Central War Deéfensive Forces and. is an.

;eaéily defindble program, It consists af'theFContiﬁental Air Defense

The third program package is thé General Purpose Forces, by

2oStatement of Assistant Secretary of Defense C..J. Hitch
before the subcommittee onh National Policy Machinery of the Senate
Commlttee on. Government Operations, July,. 24, 1961.




, N
' far- the largest. 6f the programs. These are thé forces that can be: ;
“used in either limited or general war. The package .includes n;os‘i:,‘
" of thé regular combat uniis of the Army; all of the Navy cambatant -
3 units except polaris submarinés, all Marine Corps units, and: the ]
Tactical Air Command of ’tjﬁe Air Force.
The fourth: program package is composéd of the sea and air i
:,: lift. "It includes the troop carrier vwings of the Air Force, the :
. ¥ilitary Air Transport Service, and the Mjlitary Sea Transportation .
z Services The Reserve .and Natidnal Guard Forces make-up the fifth
package: The elements are grouped' by service and within each .sérvice
by the major mission to which ‘they contribute. -
,‘ | Package -six includes all research and development -within the-
: Defeénse Department that does not contribute directly to .a program .
-element. -All. space projects are grouped in this packagé. Service- 5
“ wide support 1§ covered by thé seventh progra.m package, It ¢ontains
all act::.v:x.t:.es,:;3 that are-not read:.ly categorlzed into a mission,, i‘orce, ‘
" or weapons As‘yhs‘.tém» Eléments in this. ,p“rb‘gra.m include geneéral training,
overhead for supply" and ma:.ntenance systems, medical support, and .
% ' headquarters support. The. en.ghth progra.m consists of class:.fn.ed pro-
‘\ de_cts a.nq the.ninth funds the Office of the Secretary-of Defense.
‘ z ‘ ‘Each’ §f~ these _programs and program elements are 'costed by the
‘ ‘services in several ways., Thgyfa.re developed by fiscal year into
, _new,\obliga;ti‘ogal alutho‘ri%y and expenditures, by statuatory appropri- ]
ation -accounts #nd budget titles, and finally by categories of cost.
¥
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N
v ~ These categories distinguish between research and-development, -in- ‘ |
, 1 ' vvest‘ment, and operating costs. o S | 7
{ Ré{searqh' and developmént costs inélide all coésts: iq;ssociateij ¥ Q
with developing a néw capability to the point where it n.p ready for : o i
introduction into operational use. These costs include equipment o g
> o required for the development program and- all related facilities, > ’ ’;
h su;;pliés,' and personnel-rélated thereto.
Investmént costs or capital expenditures are the one time
or initial outlays required after the development phase to introduce .
a new system into operational use. This would include initial train- o
ing, cutfitting of spare parts, etc.. ‘
R Operating costs may be defined as the recurring costs required t
to maintain and operaté the activity year by yéar throughout its. éx~ i
o ‘ ‘pected 1life in. operational use. ‘ . . L
; : : The implementation of the program. package im fiscal ;96;3 - o . ,,
fdllo;r.red thé recommendation of all prévious budgetary reformers in !
x' reducing the time span for formulation to one year.. The traditional o : j
‘budgetary process was -divic%é_d into two phases. The programming phase ' :
X from: June until September and the budgefary phase from October through :
~ “Noverber 1961, The prograhning phase differed from the proposals of - ]
‘ Smit.hies‘?i in that the programs were rbaséd upon general guidance con- W X
‘ o ) 't'la‘;i.ngd in the Bgéib 'Nétiohal ,Sec'uraf.tyv Policy issued by ~th:ej~‘l\;ational/ o
T “snithiss, Op. Gibe, po 257-258 - ,
]
|
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3 Security Council, It.may bé remembered. that Smithies proposed that, 4
s ) these -majer ,i‘ér‘ce_ 'bbjectives-'»be costed prior to approval so that the

ki Joint Chiefs and the Council: could recognize the fihdncial implica-

tions of théir policy objectives. The Hitch plan permits the services

to develop their programs without the imposition of arbitrary finan=

AN R L iy,
R
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i cial ceilings in the early stages of the budget cycle. The primary

} purpose ‘of the programming phase is to permit the Secretary of Defense
J z l' to evaiuate the alternative programs proposed by the -service as. tl‘qey
f : ; relaté to achieving the national security objectives. T};;'Ls evaluation
3 is based upon cost and military worth comparisons.of the various pro-
;grams not only in terms. of annuall)reQuii'ements but. also oker the en-
N V tire "‘lifé span oi; the. particular program.
i ‘ At the presént. time, thé program package plan utilizés the
{ ;’ ’ , “performance budget" appropriation structure as its vehicle for sub-
E : mission to the Congress. It also lacks the second part of the two ‘
part Budggt.-\géaposed by Smithies and Mosher. The use of an adminis . ;
K 1& : strative 'Sudg'.%i has.not been proposed as yet, : ;
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CHAPTER III

‘PROGRAM Vs: PERFORMANCE, SOME.CONCLUSIONS.

The literature: that has been reviewed contained: some signif=- .- °
icant proposals for budget formulation. Each proposal was cohterned.
with programs and program functions that related to some form df end
product. In this respect, théy corresponded ;t:o the first Hoover
qumittfé‘é's recpmenda‘c;ion which called for a budget that revealed
"functions; activities, and projects." None of these: proposals
could be ‘~ténned a pérformance -budget. This fact énat;le‘sj somé con-=
¢lusions to bé drawn in this Chapter -about the: nature bfgprogra.m and

‘performance,

-

‘THE NATURE OF- THE PROGRAM BUDGET

The. téerms. program and performance may not be -used 'Mteréhanéé—l
ably. A a result of the review in the previous Chapter, the program
bu&gét has. emerged -as a7c‘héncep’c., of dgi}initiw;ecpntent while perform~
ance has become increasingly obscure. The px:ogra:n itself may be de-
| ,i:inéd as a-projection of’ i‘uf;;l‘re operations which is achieved through
a combination of policy, ‘pla.nn;'.ng; and cost comparison. The program
‘budgeét is merely a translation of the‘;e future operations. into dollars.
‘i“{xe frla.ﬁgWo,z‘:k: or structure of the program is determinéd by the require-

ments: of the agency or person making the decision between related pro=

.

‘grams; A program budgét is a took for review and decision at the
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highest levels. It is designed for overall budgetary review bu‘.t;. it
has little direct relation to performance. *

Eac}i.‘propbsal for a.program budget has contained some refer-
ences to a system of controls that would pérmit & performance
e'v»aluat.ién‘ of achievements that have beén.obtained. Each author,
hbwevex‘, stated that a true administrative budget that would report
performance would nécessarily have to be structured about the -or=
gaﬁizatignal unit without regard function. Theé ‘simple. solution
would be t:o match aéti\'ri’cy function to6 program function, or more

simply, to match program functions to ac‘tiv“it;"r function. The func- .

tional budgets that were iritx"qduCed in the early fifties did the

opposite.
The so called pérformance budgets that implemented the Hoover

recommendations seléctedfunctions that separated labor costs from

‘taterial -costg at the Departiiental levels This dichotomy has Sub-
: o
- sequently madg it almost impossible to. evaluate the cost of acttiv-

A2 ,}5: < ) . . . . o .
 ities, migsions, -and products, functional commands or géographic

7

‘ajrgasxz This e%fgnctiphal, budget was aptly described by Mr. H:itch as

1 0ddly enough,

-"collecﬁibns‘«»of objects. used in a variety of tasks’,
the ‘appfopriation titles are properly described as prograiis, and it

is:a functional budget. The trouble stems from the loose interpret-

‘ation. that was:placed on the térms functions, activities, and pro-

‘ ;eéts,- _'I.‘his"alSQ»apﬁlies_po the answer that was made to the question

itch: and McKean, Op. Cit., p. 53..

e
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" of ‘what i§ doné with defense oney. : S 3
The end product programs of Mr. Hit;ch‘ come the closet to:
déscribing what- is done with defense money. The. program -elements -
, -also come closer to being activity ~'oriént;d than any of the -other ,
proposals. Most of the organization within the progrém elemedts L ;

i contributé -to but one program. Funds appropriated to these programs . i

R
would permit the use of but onée allotment at most defense activities, - 1

] ¥ While it would probably be impractical to placé all defense organi- g

L Ly

i Zations in-an €xact program, the end -product-appropriation would: be

: a vast ,ipprbvement over thé present type of functional :classification. : ]
: . | THE NATURE OF PERFORMANCE BUDGETING. , i l
. | B
The performance budget has become an enigma: 'The term itself T
cortaing an internal contradiction.. By definition, perfomance x
refers to thei execution q;‘t‘v"a» fanction; the accomplishment of some ;
- aétion.. deéé’at, on ‘the .other hand, .denotes a -plan for future i
: finanéial opéfations. It.therefore becomes difficult it not ime :
: "* possible to glan for something that has already béen accomplished. - | 5
& ? Co. The term. performance -should not have been applied ‘bo*but\ig‘eting.~ ‘
3 o Thegcqrjg‘e‘pﬁ that was expressed by the Hoover Commission was that -of
f a program-budget: What was desired was @ ;program budget that.could ‘
: be administered on an activity basis in oz:der to,p'emit,,gperfomance :
i , .evaluatioh. -Had this céncépt‘ beén e:(pl;’,c_:‘.tly ‘stated ‘when functional h l
; R ) " 5ﬁagéts«v{§i‘é j,nﬁrqdqced; '\f;hq;pre,seigt, §pprop1:ia.t;fion structure might | 5

. ot
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‘bear a closer resemblence to. the program proposals reviewed. in this

§tudy: The use of the word performance by the first Hoover -Commission-
sent. ;peoplé in many different-directions in atteinpt to achieve ends
thau lacked defimtn.on. Bur‘chead peréeived this when he held that

»

performance could énly be based ofi the past.
THE MEASUREMENT OF PERFORMANCE

A number -of conditions mist be fulfilled in order to evaluate
performance, As 'mgntioaed before, the activity must -conform or -be‘
ror;gani,zéd in such manner as f;'o contribute to but.-one program. Secénﬁ-.-
ly it must be. possible to-measure full costs. This 1atez" objective
‘may only be..cbtained through the useé of accural ‘accounting and costs
based..qug_ets._ A cost based or ¢ost data budget is defined as one
which “gives Er¢¢og11t19n to the -costs of programs in terms .Qf';goqu .and,
iservices actually consumed. 'Usingjc‘:bst data -mékes it possible to re-

view the ,bala.f;ée of goods and services. on hand that have béen obta.i'ned
w:.th pr:.or app;:opria.tions, and detérmine the. exten’c ‘to which they will

e ,.1

be- consumed du;tmg the budget. ‘period, Th:x.s type of budgeting perm:.ts
the measuremenf. of the ‘flow-of costs as they are -actually -¢onsumed by

the .perfoz"niiwf;g“ a,ct:i:vitx; "I"he:a‘dva.n_tage of the coést based :budget; is

~ that:management, can review total resources when preparing activity

-budgeﬁs-; ".Accural accounting is the tool which makes this

- Pburkhead, Ops Gite, pe 139 -

4.
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méasurenent possible. It gives recognition to- receipt of goods .and-

services and the consumption or use of .assets, as well 4s keeping an-

«

account. of assets and liabilities.

¥

e . THE LIMITS OF PERFORMANCE EVALUATION

It is possible to construct an accounting system to report.

the achievemeént of program objectives. This accounting system would

be based upon ‘the o;‘_’ganizatiqnai, imits that contributed to the pro-
' gram., This vperfomanée unit or classification would relate things
:bbiig('i'l_t for defense to the mission of the activity for which bought.
It would provide the link between things bouéht and: things done or
accomplished, For example, :all items involved in the .operation of
a Poldris sub;nariﬁe would xbe“charwgeablé to that particular elément
in the Hitch. program. .In doing this, the performance unit being,
measured: tis, the Polaris program in its relation to other program-

. élenients of like mission, ‘ Charging .objects bought to an end pro-

{
‘:4‘ v}[‘

e
'
n?

duct does not meah that the pérformance of the end. product is being

H «

measured. Afs.étandard of performance has not ‘béen set by establishing

- a. ﬁe’;‘i‘oifmancegq;aﬁslf;cgtlon‘.

’Conéigei'ed on- its own, per’fonnanc_:ef,‘cla.ssifigatiqn doeés not,
produca Dbetter: programs at lower .costs, It does permit review.and
-Comparison- of altemate programs by top management However, the

me’a'.gur'ement .of performance for a ~part;icula;' program element or

"'é,cﬁj,vj,t,y-within an -element is beyond the scope of budgeting’_ and

-’
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financial management. The performance of -a unit with a military.

mission cannot be best méasured ih terms. of dollars., Vhat is

" measurable is the amount of defense that has been procured with: a

particular program. Most of the confusion with regard to perfor-

mance hag been in this area. Performaince has been construed to-

.medh activity accomplishment in the industrial or- commercial sense.

Higher production. rates, lower ove:;'head, greater profit, are the

comiton ‘indicators that are consideréd when one- thinks of pérformance
They do-not éxist in the military except in a few.quasi~commeicial

®

type activitiés. When the term performance is applied to military,

siiending,( it-¢an only refer to ac'hieving the: program objectives that

- were stipulated in the -original budget at a cost.equal to or less:

_than that ‘anticipateds.

. The difficulties inherent in .performance evaluation of a :

military unn.g -can be-demonstrated by .examining its application to

i

é, Afleét,wéhipjﬁ a destroyer, for example., Asswne that this ship were
given ali. ofthe -accounting devices and tools associated with per=

£

F

fo‘pnance reéporting. Its ii.nv,entdriés“woul;i be capitalized and it
would yse:"a,cpfual accounting, It should be possible to measure the.
performance of this destroyer by faqu;e.ting [th’ev aniount oflmbn'ey‘ expend-
d tothe degree within: which this ship met the sbject of its pro-
;g\ramaxini_SSion.: Uniy‘oittnnat.ély,‘ neither e;ide of this equation is
sub,j;iéét. to- financial meé.suz;ement. : Y

The amount. 6f funds: expandéd by a fleet ~ship is subject to

* *

e s 3 ais
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f ' meny variables. Perhaps the most important of these being the - - E o A 4
3 maintenance policy of ﬁb'he‘; sh.p and the maintenance capability of ‘ q
the :ship's crew. .A-ship that performs extensive mainte,nan‘ce.:n;ay‘ ]
expend twice the funds of a sister ship that pérforms little or no }
A maintenance. The effect. of this policy might becomé.apparent ifi. L
the ship's ability to meet 'opera;r,i,Onal comnitments but this is ;
.sﬁbject to. chance, Lack of maintenance might .alsc. become appalfrent 1
-during ship overhaul but it would take a' superior ‘t':)ehinfg,to, wade \ ;
B through a ship's rep'zg.ir list to sort out those costs that were due. i :
; ,sdle}y to. péo&‘ maintenance, Other factasthat effect a ship's .ex- . % ;
; penditure. level includé its area of operation, type .of ‘Opieration',
. \’ *‘ ~and type-of equipmént installed- on board. Cold weather operations a
\ ‘ usually result inxhighé,z" costs, A \ship deployed Nlll use ‘electronic , i
g equipment. for- a greater number: of .hours. than a ship opérating in 3
‘U.ﬁSa wat.ers and éoxiséquenvtly replace niore tubes and parts., The ,t;?pé; ‘ i
ﬁ o of ‘magnetron tube utilized by & ship's. radar can have & significant «
‘:‘ ) B .effect. o‘:n té}:al expenditures. Thée price of these tubes range from: j ‘:‘
5, ‘ R i $670. to :$8§§é§. It is. therefore .extremely difficult to measure the ‘
! | . ‘eXpense. sid;" of the equation. in evaluating a ship's performance. ‘
The pez‘fomand'el side of the equation is even more .difficult
'i | "‘téztevalﬁ'a.jce. ‘The closét thing to performance evaluation now in -use
P ) is ‘the ship's competitive standing in fleet. exercises, This meas- . :
: ) u urément iz‘;i‘ghtfbe used bus its adequacy ié-«most questionable. These i
E "\ - | __ ‘have.been but & few. of ths reéasciis for the. difficulty that would be
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éniountered in evaluating the military performance of & defensé unit .

_of thie other servi.ss. In the last .analysis, military performarice

is an abstract -and unknown -quantity until the shooting starts..

[ -

PROGRAYM. PERFORMANCE'

‘Pérhaps. the most important aspect of this .study is to empha~

$ize; the distinction that must be made between program performance:

. and military mission perforugnce. While it is difficult to use dollars

‘to: measuré the manner in which a unit performs its military mission,. ..
' these ‘same dollars are the main basis £or medsuring program perform-

‘dfice, Program performance may be defined as the meéasurement of in-

- dn.v:.dual activity and aggregate costs incurred in éstablishing and v

Y:ﬁiainiainingi a..‘,"pé.r‘r}iréula.r defense .program of program -element. Program.
‘Performance-does: not péi';nit the -evaludtion -of the nilitary worth. or,
mll:.tary readinéss of the. performmg units. 7Its function is.to pro- -
- vide . defenseﬁ manavement. wa.tn\ reports - of actual costs incurred in the
accompl:.shmént of a. program, It follows from this that program
-performaan‘;far;’ not ‘be ‘used: as: the "b,a?!-? for: th,e -¢construction. of
) a'cfe"ivfityiﬁﬁééjét"% This is because the pérforming unit is merely:
‘spending-the amount of Toney originally projected in.the progran

~budget, There is nol»pe?fémam?e’ requirement to stimulate. economy

. in wéﬁé'ra{;’iqné .otheér than & budgetary ceiling. The. lack, of performance:

N

. "iﬁdiéétbrs' inherent. in defense ‘activities theréfore requires: sxbens

) r,ype of budgeting must be: based upcn ‘historical costs

‘sive uso of administrative budgets to control expenditures, This

@
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g and comparsions between similar activities. It cannot. be based-upon
7 activity ‘perfortiancé. f ;
\yA distinction has been made between program and performance- ‘ f ’
r :Hudgeiing/m ‘the word pérformance by the first Hoover S
. Comiiiésion appears to- have .caused the Subseque\nt difficuities in E
' —establlshmg “performancé budgets" within the Refe*xse Department., | ;
i ‘ In mplement:mg a budget that revealed what. government does with :
its moriey, t};e Defense Department selecteéd 4£uné1';izo’ns that were in. ;
‘consonance: ‘\f{th previous appropriations titles an‘d more. or less . - J
\“corresponde(c’f %o departmental -organizations. The revised ‘budgatary
structure c9ps:.sted 'of programs’ that made it mpos;:.ble to determ::.ne : J
.act.lv:Lty coé;s. Th1$: condition si'::.ll exists in -the present appro- : 7
‘priation structure. A true functional budget that! Ade,picts\.t‘ne cost )
of defense activities must ~;c*eveal what is achieved. ‘The functions }
tha.’? weré selécted in the ""performance! appropriation structure were [ :
" intermediate products. They do not revéal the kind of’ defense that “?
s béing;Béught.v ‘The .etid product approach that was: proposed by | ‘
: .Mosher, Sm.:.thies, a.nd i‘mally H:.tch solves this problem. These
Agg'x’xéti‘opa.l»budgets -arz based upon military programs and may be termed ﬂ
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‘more: properly described as cost-based ‘budgets. They are dependent

upon a product that has measureble output. That is, they, can only.
‘be used when it is possible to measure activity output in -some .con-

créte terms.. It is also neécessary that the output be directly and

: com‘pietely related. to the amount budgeted. It has been shown. tha'.t.‘

this type of budget will not measure thé pérformance of a Defehse

.

Activity. However it was. shown that the program -contribution of &

defense activity could be measured. This measuremént was termed.

. program performance, a type of performance which informs top man—

agenmeént of the-ag¢tual program costs for defense. While this is a

[

- very: limited form of performance, it is the :only real financial

‘meéasurement ,avaiilablé-/t : :
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